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Abstract: The adoption of the IAS 41 aims at the implementation of a common accounting language 
both for the entities that deploy activities with agriculture profile, as well as for as the sector operators are 
regarded, such as consultants on accounting issues, auditors, economic-financial analysts etc Within the context 
of the market economy, the agriculture constitutes a priority branch of the economy that has a greater and greater 
contribution to the creation of the Gross Domestic Product. The agriculture exploitations, considered being basic 
forms of the organization and the functioning of agriculture constitutes the object of an attentive and complex 
analysis that should be treated in a systematic vision, enclosed in the fundamental structures of the national 
economy, and externally in the Community agriculture policies 
 Concerning the theme that we approached, we aim at analyzing the financial risk in tight connection to 
the monitoring of liquidity and solvency in accounting trying using the personal exemples to make a evaluation of 




The passage to IFRS does not refer only to the accounting area but it has at much more 
wider objectives that aim at the strategic management of the agriculture entities as well as 
planning the activities of these types of societies. 
According to IAS41, the introduction of the practice of inclusion of the future 
investments by a change in the accounting policy would lead to financial statements that are 
less relevant and less reliable. Establishing the solvency means the rigorous knowledge of the 
risks the company is submitted to as well as the necessary resources (assets) for the limitation 
of the risks. 
The agriculture exploitation entities should have on a permanent basis an available 
solvency margin, corresponding to the activity deployed, at least equal to the minimum 
solvency margin calculated according to the applicable regulations; however as it was 
explained in the “General Frame”, the financial statements should reflect the economic content 
and not only the legal form.[9] 
 For the risk specific to the entities having agriculture profile, the presentations are meant to be 
in accordance with the representations requested by the IAS 41, the utility of certain 
presentations concerning the risk depends on the circumstances of certain entities. That is the 
reason for which the requests are formulated in general terms in order to allow for the practice 
in the field to evolve. [2] 
 The information that are at the disposal of the entities that operate in an economic sector 
characterized by a continual change are often insufficient, that is the reason for which their 
behavior is influenced by all sort of perturbations that appear, making that their decisions 
have a certain degree of risk associated. In the economic literature there is a distinction made 
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between the uncertainty that appears as a lack of information in a certain field and risk, this 
assuming a calculation founded on a previous experience or on sufficient informational data 
in order to be able to calculate the probability of producing a certain economic event.[9] 
In a general meaning, the risk can be defined as representing the deviation of the result 
obtained from the expected result as a consequence of the action of the environment factors: 
therefore it should be treated as an objective phenomenon that could be found in any activity, 
without being regarded as a negative economic phenomenon.[1] The analysis of the risk is 
closely related to the appreciation of the economic profitability, being a natural sequence and 
completion of it as the level of the risk assumed is proportional with the anticipated 
profitability of a business, the correct assessment of the risk being the primordial objective of 
all economic entities, regardless of their position and role within the economic context.  
 
MATERIALS AND METHODS 
 
IAS 41- Agriculture- stipulates the accounting treatment, the presentation of the 
financial statements and the presentations of information concerning the agriculture activities, 
subjects that have not approached in other standards. According to this standard, an entity will 
present the methods the significant presumptions applied at the determination of the fair value 
of each group of assets, the administration of the financial risk connected to the agriculture 
activity, a reconciliation of the modification of the accounting value of the assets between the 
beginning and the end of the current period, reconciliation that will have to include:[9] 
- the earning or the loss from the modification of the fair value less the estimated costs 
at the point of sale; 
- the increase of the debts of the acquisitions; 
- the reductions due to sales according to IFRS 5; 
- the increases resulted from the business combination; 
- the differences of the exchange rate resulted from the conversion of the statements in a 
different presentation currency and the conversions of the operations from abroad in 
the presentation currency of the reporting entity, as well as any other modification;[6] 
Certain authors say that the most relevant evaluations result from the use of the existing 
information on the market that will be used. However IASB has decided that the agriculture 
entities should use the values or the prices available determined by the law of demand and 
offer given the fact that on the contrary, the entities have the possibility to choose to use the 
updated value of the net flow of treasury which is expected to be obtained from the respective 
assets even if the information is useful, which are available for the prices or the values 
determined in a free manner on the market.[8] 
IAS 41- encourages, but does not impose the separate presentation of the effects that certain 
factors have and which induce modifications of the accounting value of the agriculture 
products. These modifications can be of physical order as well as modifications of the prices, 
and in this case the manufacturing cycle is longer than a year and which consequently have 
repercussions on the registered value in the annual financial statements- based on which we 
could assess and establish the general characteristics concerning the risk to which the 
agriculture entities can face.[3] The analysis of the annual financial statements from the point 
of view of the two financial indicators, considered as the most important in assessing the risk 
should constitute the main concern of the agriculture entities management. Taking into 
consideration the importance of establishing the risk in agriculture, there are surprisingly in 
the International Standards of Financial Reporting guidelines that regard the technical manner 
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in which this risk should be established, so it resorts, almost exclusively to the professional 
reasoning of the economist, which is in fact what the author of this article has aimed at.[4] 
 
RESULTS AND DISCUSSIONS 
 
The analysis of the financial balance of an entity having at its basis the assessment and 
administration of the risks that this is exposed to, but also the monitoring of the liquidity and 
solvency in accounting aims at reflecting the equality relations between the financing sources 
and the use of the financing resources, between the income and the expenses related to the 
activity on long, medium and short term.[6] The financial balance is measured in terms, that is 
long or short term, by comparing the permanent capitals to the fixed assets, on short term, by 
comparing the current resources to the fixed assets, on short term, by comparing the current 
resources to the current assets and the global balance by comparing the working balance to the 
necessary working balance. The situations of the risk exposure and the causes that can lead to 
the bankruptcy of an activity specific for the exploitation entities are multiple, but they can be 
synthesized in the lack of adapting of this entity to the competition environment imposed by 
the market economy.[5] These causes can come from the economic-social environment in 
which the company acts or they can be of internal origin connected mainly to deficient 
administration.  
The purpose of monitoring the solvency and liquidity in accounting for preventing and 
assessing the risks that agriculture exploitation is exposed to, is to draw an alarm signal in the 
incipient stage of the negative tendencies manifestations, not to supply an unfailing warranty 
against bankruptcy. We can say that the solvency and liquidity degree represent two 
significant factors, yet not sufficient to reflect the real financial stability of an agriculture 
exploitation entity. [3] 
Solvency and liquidity, two important indicators in preventing the risk 
The activity of an entity of agriculture exploitation can record financial difficulties on 
short or periodic term, but their persistence constitutes the expression of a structural economic 
and financial fragility that usually leads to bankruptcy. Solvency represents the capacity of the 
agriculture activity to face its debts when these reach the due date, constituting its capacity to 
face long and medium term due dates and it depends on the size of the debts having such due 
dates and the financial expenses (the cost of the indebting).[6] It constitutes a proprietary 
objective of the entrepreneur that wishes to keep its financial autonomy and the administration 
flexibility and it follows from the balance between the cash flows and the payments flows, but 
also from a net positive working balance, that is from a good balance between the long term 
necessary (in corporate and financial assets) and the permanent necessary financing (equity 
ownership and long term indebting). The solvency of the agriculture entity is often expressed 
by the following indicators: 
- the rate of the general solvency 
- the rate of the patrimony solvency 
For the functioning of the agriculture exploitation solvency is an absolute necessary 
condition; during its activity and agriculture exploitation can record financial difficulties on 
short term or periodically, but their permanent character constitutes the expression of a 
structural economic and financial fragility that leads almost with certainty to bankruptcy. In 
the economic literature, this difficulty stage is defined as being a permanent financial crisis 
situation that the entity is confronted to, leading to significant restrain of the activity, 
reduction of the credits.[7] The criteria that lie at the basis of the appreciation of the stage of 
difficulty that an agriculture entity is are: 
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o insolvency- it represents the fact that the asset is not sufficient for paying the 
debts; 
o over indebting, the indebting degree being extremely high the capacity of the 
company to honor its due debts is compromised 
o the existence of some facts that do not allow the continuity of the exploitation 
The financial issues of the agriculture entities, manifested by the significant decrease of 
the financial liquidity or profitability will generate a progressive blockage in ceasing the 
payments, meaning that the entity will no longer dispose of the financial means for the 
economic activity and further more for the research and development, investment activity. 
The difficulties of the agriculture exploitation entities are materialized in the impossibility to 
solve the financial problems that they are facing, the financial problems being only the effect 
and not the cause of the existence of some misfunctionalities that belong to those sectors from 
the exploitation activity such as: commercial, technical, managerial, human resources.[7] 
Example 
An agriculture exploitation entity has the following economic- financial situation: 
  - Total assets 150000 euro; 
   - Total debts 50000 euro; 
  - Total financial debts 30000 euro; 
  - Non valorized inventories 20000 euro; 
  - Uncertain customers 10000 euro, 
  - Other uncertain assets 10000 euro; 
  - Differences of passive conversion 5000 euro. 
Notations: 
Rsg = general solvency rate; 
Rsf = financial solvency rate; 
Rsg = global solvency rate; 
AT = total assets; 
ATN = non valorized inventories; 
CLI = uncertain customers;  
AINC = other uncertain assets; 
Dat = total debts; 
Dcp = passive conversion differences; 
a) Rsg =total assets/total debts * 100 
Rsg = 150000/ 50000 * 100 = 300% 
Observation: The entity has an optimum general solvency rate  
b) Rsf = Total assets /total financial debts *100 
 Rsf = 150000/30000*100 
 Rsf = 50% 
Observation: the entity will have an unacceptable financial solvency rate, because the 
minimum acceptable value is of 200%, under this level the entity being in payment 
incapacity.  
Rsg = AT – STN – CLI – AINC / Dat – Dcp 
 
Rsg = 150000 – 20000 – 10000 – 10000 / 50000 – 5000 * 100  
Rsg = 110000/45000*100 
Rsg = 244,44% 
Observation 
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The value of the global solvency being over unitary and passing 200% it means that the 
entity has a good solvency. We can notice that the general solvency of the entity analyzed is 
optimum; in exchange the financial solvency is under the admitted limit while the global 
solvency is very good. This means that the entity has long term loans, the financial debts 
being actually long term bank loans. 
Unlike the solvency, the analysis of the liquidity of the entity is aiming at its capacity to 
pay the current obligations from current resources. Based on this indicator we can asses the 
risk of the short term payment incapacity. Taking into consideration that the current assets 
contain 3 elements (inventories, debts and available cash- including financial investments on 
short term) there can be constituted 3 rates of patrimony liquidity: 
o general liquidity rate; 
o current liquidity rate; 
o Immediate liquidity rate. 
The current liquidity reflects the measure in which the current debts, with smaller term 
than 1 year, are covered based on the current assets; taking into consideration that part of the 
current assets can be uncertain, BCR recommends that for the calculation of the current 
liquidity these assets should decrease the value of the current assets and then the rate of 
current liquidity (Lc) could be calculated as follows:  
Lc = Current assets – Non-Valorized inventories- Uncertain customers/ Short term debts*100 
Example 
An agriculture exploitation entity has the following situation: 
  -  current assets , 150000 euro; 
  -  non valorized inventories, 100000 euro; 
  -  uncertain customers, 40000 euro; 
  - short term debts, 50000 euro; 
  - current liabilities, 50000 euro. 
a) Lc =current assets/passive assets * 100 
Lc = 150000 / 50000*100 
Lc = 300% 
Observations: 
In the situation where Lc > 100, the entity has a corresponding liquidity that is the current 
debts can be covered based on the currents assets, the current solvency being interpreted as 
being very good. b) In the situation where part of the current assets can be uncertain, the 
calculation of the current liquidity will be the following:  
Lc  = Current assets – Non valorized inventories- uncertain customers/ short term debts *100 
Lc  = 150000 – 100000 – 40000 /50000 * 100 
Lc  = 10000/ 50000*100 
Lc  = 20% 
Note: 
In this case the entity has an inadequate current solvency, the current debts cannot be covered 
based on the current assets, the bankruptcy stage can appear, and defined as being “a difficult 
financial situation of a debtor, who is in the impossibility to honor its commercial debts 
towards the creditors.” From the juridical point of view an agriculture exploitation entity is in 
bankruptcy when the court finds the insolvency stage of the debtor based on the exploitation 
declaration found in the respective situation or at the request of one or more creditors. 
Monitoring the liquidity indicators reflects the following aspects:  
- The efficiency of the agriculture activity management and the ways of financing used ; 
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- The type of activity deployed by the entity- if there are no significant differences 
between the current liquidity and the rapid liquidity, it means that the activity is mainly 
commercial or the rotation speed of the inventories is very high; but if the differences are 
significant, there could be a productive activity, with a long cycle of manufacturing, having a 




Most part of the business organizations involved in agriculture activity is reduced in 
dimension, independent, cash and taxation system oriented, and family associations which are 
often perceived as not forced to draw up financial statements in a general purpose; that is why 
the assessment of the risk in accounting to which the agriculture entities are exposed to cannot 
have a wide applicability. The international tendency towards liberalization, a number of 
companies quoted on the international markets which is increasing, as well as a greater 
volume of the investments had had as effect the increase of the size, scope of applicability and 
of the commercial character of the agriculture activities- thing that has determined even a 
greater need for the financial statements based on solid accounting principles and universally 
accepted, and on these basis the assessment of the risk can be reliably determined. As 
emphasized in the present work the most important financial indicators that lie at the basis of 
establishing the risk specific for the agriculture entities are the solvency and liquidity, the 
author trying through specific examples to render an appreciation of the risk based on these 
indicators.   
As a final conclusion we can state that for the assessment of the risk, the economist will 
resort to professional appreciations, because any risk can be increased or diminished by a 
series of factors at the level of the financial statements, at the level of the accounts, of the 
checking balance sheet or of one category of operations. The examples shown in this work 
bring into light possible situations in order to prove that the correlations existing between the 
components of the existing risk, being generally appreciated as we have mentioned before 
function of each professional and professional reasoning playing a crucial role in this field, 
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